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Economic profit illhe elcess iii ~VC!NOIover IDd aboft !be raal ecoaomic~

(i.e.• iJlcrem&fttlt.joiDt. common aftd omer =sa) or me firm. Eamomiltl,." ~~~

I firm maltes a (paIitive) ecoaomic profit if its ~'WUuea aceed me UQJ com e~

operation. where thote eosts include not oaIy the COItJ oflabar. mata'ills. e~ ~~

fexUl. but a1Io the COlt of capital. incluc!inl the COlt of maney. A finD wbote

rewnuea jQlt equal the total ecanomic 00ItI of cbe fum. iIcJucIizII till CGIl or

moacy. is laid CO earo -zero profitl." A firm IbIt caru lItO profits J'I1I •~1.

or ".vaqe." I'C1I&ftS to ill iI'IeICO!'S. 1ft our eumple Ibcne. I f'uom dsat paid.

UtvellOr'J 1~ em biz' i:lrtct'aDe:Dt (i.c~ ~tnd ia cost af.-y,. _ ClO'ICi~-:' s11

0Cbcr COllI f'I cbI t'irIB. woald be llid to am • Il1'O pro&. ". ill...wad~

ba~"a..... 011 mar iDwstr3alt that .... juteqal to..oppac~~

~dleirfadl.1D,..... tAdse firm a1Jo hI'riq'" CCMi1d.

Amcril:ll:h DliBoiJ k 5.0. p. 19 (A.-:-.)

J fon:e thete products co be orovided loepIIaly by iD4ivictua1 fiJms ItbiIbtrO~::

2 COlta. becaUIC some or all of thcae COla would haft to be dU9lic:ated for me

3 production of CIld1 procSar.t eepan.td.y. The lDdF'lCimcy or IhiJ atrIAIcmc:Dt ...~.~ '!

4 necasarily be borne by c:oa.NrDm. in the farm of hiabet pri=I or lICk of~-:.

, llaI EconomicM~PraI1tL pIth'ME_o[~nrn,~rJJp:~
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Coveriftl LRSIC (even mcb1dial the ~uired retum OIl LRSICoftlJIId

in"I'CICDatl) would DGI· recover all C'f me DO!\-~rnemal COItI of tbc finn.

incJudi"l me labor, aweriaII. IDd capital costs. i:acluctinllbe COIl of 1DCIIIC1.

UloQated trilb Illy joirlt. COUUDUi1, and other COllI. Haa. for boIb of Che:se

rwllOal. 1ft4 comnry 10 tbc aaatiOfl~ODe wimeu in thiI PftI [efhl. (Dr.

ADk:Dra). die flet ChIt. COlt of II'ODeY 11 (pcpdr) bai1l mto me LltSIC ofee:'"

product doeIlIO« imply dJal cowri"l WIC wculd pacrace & profit for tbe~

In lilht of cht ItlftdlftllCOl'.omie principia you hlYe 1ftieu1111d., wbat is mea:: ..,

the pbruc in 1M N;t "'cuoalblc profil"

rim it should be Dote.d Ihal wbezs there~ joint and commaa =-. it doeI ~c:

make IeftJe to talk IIbout p~fltl on aprod1Ict-by-procIaM:t buiL PraBt illbe

c:xceu in cbc firm'. toMl rel'SlNCS over the fum', rortM CIDItI. tItiq _ ~~

.n COllI, lDcIudiq CbI call fll..-,.

lben .. rwo poalblc IDtapnCldca or~ paSt.. 0. ialaa:pa.-:i~

ClGUI be__arm'l pIOftl illimi1lld tit IL Ia'O CICIGDOIDic~ ar a "DaImI:"'

paftt. 111 dIiI CMC. die &III woald 0CMr ita CXW'P' "DIDw joiIIt. LItSIC. mil ClIC2I::'

c:aItI ia dae praabill'" IDd iIlvnun waaW be a.m_ tit.~~

peISer tUI die~ COlt of mcDe7 _ illDc1adId....COllI.

A.cccrdiftI to ....ardiec~~. in Po ..nm ooatpMiliw tqailillrim :-. •
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J Italic maikec. the Jeut tmcl8at firms mCbe mduSU)' weuld e&nl r.et'O ecoDOmse

1 profia.'

,
, However. C\'eZl in I competitive~ IIrnuuaIly etr1Ciezlt firms wiD eml posi-:~

S economic politi; fams -ith lUOCCuful inDovltioD.s will earn positive profta: ~~ =.!

6 COla uaexpecCldly fa11 or demInd~ dJel.lIl finDI iD rhe .iJlCtUIUY ~.,.

7 tempcnrily am positive etUDOIIIic praft1l. 'I'bere ill)'PicI1Jy cauiderIbIe

• vlrilbillty within c:ompetiCive iDdu!tr\ca ill CIe prafitlbUil)' of&IDa. Some fi~~.

9 due to Ibcir I\ICCeSI m iDftovllion. hilhly c:omprtaa!~WlUlUlIly

10 proclw:tive UJeU. fommm location, or tome other ability CD c:reate a COlilpe::~~

,
11 advanr.ap IDd lUSh "l1ue for consumers, eam positi'Ye ecoDCnDic profits. We~

12 rand several e.umplC':.I of companies who IUtpIII me indUlU')' averIF rate of re':"':'~

IS were ~.4". 22.1~mcI27.K mpecUvely. Altboqb~ campIIIies

16 o;.'cpmormed 1M iDdu.su'y aw:rap. one comJlCly ill pIttic:aIIr. 3Cam Corpor.:::~.

17 consistaltly surpUlCd~ iaduuy nerqe with 10,"'.14.'" ad17.'".~

18 I'eCDma for cae.. cbfte lad flw,an. ne fld _ dail fInD caIIIia.""
t9 outpIIfonBlld ia peen ill itI owu matet sugemlbat it WIt.....paIiti~

20 prGDt.~ eumpte CID be r.IId ill die foorw= iDdD.,. ~

21 IYIftP OIIC, tine IIICl flw ,.. stoet NbUU in dIU i.DMUJ... 1.7~, •7.~

----------
& IC&t.. MIch-' 1.. ........ fIIr"I'IJ I .. MJp.......... s...su-. -.r",11..: &wi')" ~~.
pp.3eo.'65,



How doa die Ad'. proYilion ttw tbe firm may e.am & 1MIGD&b1e P'Dfitrd_ ~

cbe __an of ClClDtribatioIl ia ....ice prices?

UDder...poailIIe ICCIDC7IIIk Wu:ipetllAoD C1f profiII. "'rellODlble pafir"~

iIIdade*0", "aD.....of=-. fndncflBllIrY CC*I rllIIIlaY.-!~

wkb cICIl caralCll7 (lJtSIC, jaiat. c:ommacl. ad..,.

Arneriudl UliDoia h 5.0. p. n (A.--e-..)

1 uxl9.2~. Nib IK.. cmc of eM fc- companies in che inctulCry.;tb poIitiw

2 rewms year after year, had ODC.~ and five:~ IYCt'ICt retum rI. 1'.5111.

:3 20.4" and 29.'" rapediwl,. Nike. Inc. is an eumplc of. compay CUt baa

• outperformed &U of ita e.amp:ticon by eteatml uc:eptiOftll nlae for~.

, Simll. eump1a caD be fvwId ill !be airliDe. bIftkiq. commnrrieatiODIf IDeS ret!i'

6 iDduarieL

7

I Hence. If. rum it UllQlUIIl, dflCicm. wce:eslf'ul 1&~. ar ilbeDeftUq

9 from positive ftaetUtioa. in the t"El.IriI:c: sucb U IMP ill daDIncL~~ ..

10 profiu will exceed a~ profit 1'be eccoomic profiu earMd bJ Jblrebol~

11 are the reward dxy let for auec:eufu) iImovllioD. Without die poteatill for nc~

12 rewards (wbtc:b would 9C111ed. n=m OIl equity U misht be c:aJculaMl for.

13 rtplaroty proceediD,). m"CSlOrS have DO i.Dcadve 10 risk dIeir c:aplral ill~

14 IICtivitict. INS consumers would be depriwcS orcbc balcfi1S at iaDcmticm.

IS

16 Q.

17

II

19 A.

20

21

22



AmtrileCb Dlinoi. Es. S.O. p. 13 (A.~)

How woald me etftcieDc· prica be dN:rmi.Ded if Iba'e lit ldditianaJ CQItI for

unbwldlial?

The COIIcribuUoa iDcluded in me price or an unbuDdlecl boulCDlCt CUfl2pClllCat

should be complRblc DlllltOWlt to the coatn"buticm iBcluded ill1bc badIed~ce

fJl wbidI it is • pIft. nc CClfttnlftttiC!2 carried by I combift..or 1IDhaBdJec!

cornponcrlClshGalcL tDptber. also be comparable in amo=t tD me COIltrillati~

iDcluded ill tic buDdled.~ If my of thae compolIIftcs isconpU~

supplied. the price ollhe l:CIrDpotlel!t .hould be reduced CD the competitor'.~...~­

alcme cost of pnMctiDl the compcment. 1biJ Ilot ClDIy implemau pP)pCr

incentives for cffic:iet bypus, but it also impota cbe proper compedtive pns.!".-.s

~ lnefftciGl firma.

Aa a__ fII ecCIIICJmk~t Illy~CIDIId by lIIhmclJa."'"~

secowend ill die pica~me abaDdled.......

1 lrIdn. pi Nttyrqrk mCl!llM1

What do yeN reeonvnend u me proper benehnwt for navcriD.concn~

from clitfereat DCtWOIt elcwedu?

2 Q.

3

4

, A.

6

,
I

9

10

11

12

13

14

IS Q.

16

17

II A.

19

20

21 Swmvr:wr-IrdZ?

22 Q.



1

1 A.

3

4

,
6

7

I

9

10

11

12

13

1. Q.

15

16 A-
11
II

::~C'l~ llimoit::.x.. 5.0, p. ~4 (./\...-::-:

Standard economic principia provide clear suidanee u to !!Ie iD!tIpretltiOD or~
priciqltandarda iD the Act. Costs must be Wlder1tood to mclude the CClt o!

money. Prices should be Mt based on LRSIC u. price ncar. widl eoauiba~~

towlt'd nOD-iDctemcoWI:oftS iDclude.d iD the prica t4 unbmldJell Dlferark

Yes, it doeI.



ArDdtcll miIlaii Ex. 5.1, p.1 (A:~)

ICC Docktt No. ,s-e:~~

DlS'I1lDlJTION or L&51C, JOINT AND COMMON com lOa A
B'YPoTIlETtCAL C.OCDY STOU

COMMON cons
'OR ALL saVlas

LAICIIt.:~Il~

CAPI'!'A1.: Pliuc......"."..wo (CI:IM......=:,
....... 1310 (a:N iIdIIIId-l3S)

Tal'ItL: 1770

/'
JOINT cos1'1 lOa
rGUL11lY ••ZU

LAIQt .7 .r. S40
CAPrrAL: 1aMI· "'1IkiD& mrJrirw: 130 (CXIl&
TOrAL: S'7O

\
rotlLDY LUI'
WblltIIIe PDU!ttY eMIl, dIli"'ftIt SlOG
CAPITAL: PIlulay .............
""",...-rS1GO
(CXN' 'at.",
TOrAL: I20D

lPL5J'SCww.... -=:s~~ sso
CAKfAL:~~ailE s.e
(CaM" • ~ ... SS)

1GfAL:1110

Clio..... oCTOTAL COST: rno + S'7O + S200 ... S420'" suo -11,S1O

TGtIlLUIC: 1200+1420 +1110·mo
TaW cotl olDJJl1'. 123+a, +D+ 19 +SI1 +:, • 1M

Total COIl or...., ..a••wIIk capbJ t!IIlii • .,..... to.kIulpr~
S9+S11+15-125

N«.: '-coM....r it....~..,.'m. ot61 00Itof.,.....is......................
e-.....I'........ t.OOO&


